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PREFACE 


The interchange of goods, services and ideas is basic to the 
effort to achieve conditions of economic and social progress and 
development. Yet increasingly the channels through which this 
interchange once flowed so freely in the nineteenth century have 
become clogged. The distortions imposed upon the pattern of 
world trade by the second world war, the subsequent financial 
difficulties of most of the major trading nations and more re- 
cently security measures directing the flow of trade have all 
contributed to aggravating the situation. 


In a recent article in The New York Times Michael Hoffman 
reports that the past year 


witnessed a complete changeover from the psychology of recession 
and the fear of overstocking to the psychology of inflation and the 
fear of shortages. Governments were if anything more guilty than 
private business of returning to practices designed not to open up 
the channels of trade but to hang on desperately to what materials 
and bargaining power they had. 


In the following pages Professor Condliffe analyzes the growth 
of economic nationalism, the causes of and obstacles to freer 
international trade and the current issues of policy which face 
the world. 

John Bell Condliffe is now director of the Teaching Institute 
of Economics, University of California, and was formerly Asso- 
ciate Director, Division of Economics and History of the Carnegie 
Endowment. 


ANNE WINSLOW 
December 1951 Editor 
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INTERNATIONAL TRADE 
AND ECONOMIC NATIONALISM 


by J. B. CONDLIFFE 


During the nineteenth century when trade was freer than 
it had ever been before, or has been since, the use of new tech- 
niques gave subsistence at higher living levels to a world popu- 
lation that more than doubled in the century. Under its impact 
the Americas gained independence and strength and the British 
Dominions gained independence in an associative common- 
wealth. Representative government, popular education and trade 
unionism were among the by-products of this age. The common 
man gained more in material welfare and ultimately in social 
status and political power than in any previous century. With 
our greater command of natural forces these achievements 
might be surpassed if we could rise above our nationalisms and 
organize a cooperative world. Ultimately the issue is a moral 
question. Trade presupposes peace and cooperation for mutual 
benefit. In turn it promotes mutual dependence in a world 
society. It is the rational way to overcome suspicion and antag- 
onism, replacing propaganda threats by bargaining. This has 
been typical of United States institutions and the American 
way of life since the union was formed. 

Trade is more than the exchange of goods and services 
between the world’s peoples. It is one of the most practical 
means by which these peoples communicate with each other. 
Down the ages it has been largely responsible for the intro- 
duction of plants and animals, of new products and processes 
and of the knowledge and techniques necessary to these proc- 
esses. In the rebirth of scientific inquiry which ushered in the 
modern age, the arts of mathematics, navigation and accounting 
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spread along the trade routes. In the nineteenth century it was 
trade rather than an isolated act of political recognition which 
“brought a new world into existence to redress the balance of 
the old.” This new world, including the Americas and the British 
Dominions, is today the main source of the food and raw 
material exports on which the rest of the world depends. 

The whole history of the United States illustrates the im- 
portance of trade. As Britain industrialized, the infant union 
was put on its feet by the export of cotton and wheat. The 
westward movement which conquered the continent would have 
been slowed if railroad equipment (and capital) could not have 
been imported and the ever-increasing surpluses of wheat and 
animal products exported. The silver of the Rocky Mountain 
states and the gold of California found their way to London 
and other financial centers and were used to purchase a return 
flow of capital equipment. What happened in the United States 
in its first growing stages is an indication of what might happen 
elsewhere if trade were freed from its present restrictions so 
that the new United States technology could transform other 
countries as British technology did in the nineteenth century. 

It has been argued that the new scientific methods of pro- 
duction make possible a greater degree of self-sufficiency, at 
least for big industrial countries. The case for freer trade, how- 
ever, is a case for potential abundance rather than for a limited 
self-sufficiency. Improved methods of communication and trans- 
port as well as of production make possible the development 
of trade between remote regions, so that the consumers of any 
country may have at their disposal the products of the whole 
world. We have not begun to visualize what improvements 
could be wrought in the living levels of all peoples if production 
and trade could be organized by modern methods freely and 
without regard to political boundaries. 

It is a curious and significant fact that of all the fields of 
international cooperation where specialized agencies were pro- 
posed after World War II, negotiations proved most difficult 
and protracted in regard to trade. This indicates the practical 
importance of trading issues. It was possible for governments 
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to reach agreement to set up consultative organs in disputed 
political fields such as security. These organs may not have 
fulfilled all of the hopes placed upon them, but it proved easier 
to agree upon their organization and methods of operation than 
it was to agree upon the principles by which trade should be 
conducted. The exchange of goods and services is a concrete 
economic reality affecting the livelihood and employment of 
large groups of producers, traders and consumers in every 
country. Political, cultural and other aspects of international 
relations may from many points of view be more important 
than the economic aspect; but their importance does not come 
home so directly in the daily lives of so many people. Govern- 
ment intervention in the economic relations of citizens with 
the peoples of other countries, if not the citadel of nationalism, 
is the barbican. It was not captured in the upsurge of inter- 
nationalism after the first world war; it has not even been 
attacked after the second. Thefailure)to create an International 
Trade Organization where such an attack might be mobilized 
is paralleled by the failure to make any headway towards the 
abolition or mitigation of exchange controls as the nations 
pledged themselves to do when the International Monetary 
Fund was created at Bretton Woods in 1944. 


These facts should give pause to everyone interested in the 
attempt to organize peace. Is it any wonder that the inter- 
national agencies which have been set up yield disappointing 
results whenever their efforts touch real aspects of national 
sovereignty? In the sphere of trade, where economic interests 
are directly affected and this is immediately obvious to large 
groups of people, it has not been possible even to set up an 
instrument for discussion of policies. Nationalism is in fact 
stronger now than it was after the first world war, and ex- 
tends more consciously to every aspect of international relations. 
Trading policy was the tough core of mercantilism in the eight- 
eenth century. The reduction of trade barriers that followed 
in the wake of British free trade policy in the middle of the 
nineteenth century represented the closest approach to a prac- 
tical internationalism yet achieved. The resurgence of national- 
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ism inevitably is centered in untouchable trading policies which 
are neo-mercantilist in conception. Despite the elaborate insti- 
tutional apparatus erected in this postwar generation, the na- 
tions have retreated from the realities of peaceful international | 
cooperation and their retreat is once again characterized by a 
stiffening of commercial policy. 


) 


The effect of this retreat is cumulative. Any action which 
limits the free exchange of goods among states reduces their 
potential prosperity. The struggle for power is relative. Success 
can be won by beggar-my-neighbor policies which reduce the 
economic strength of one’s antagonists more than one’s own. 
It is absurd in this age when new knowledge of matter and 
energy accumulates at accelerating speed that hundreds of 
millions of people in India should exist precariously just above 
the starvation level, and that even the British people who a 
generation ago were the world’s bankers should for long years 
have been reduced to meager rations. The explanation reduced 
to its fundamentals is that international economic cooperation 
and the trade which was its visible expression have broken 
down. Until effective steps can be taken to restore trading 
cooperation, the world will remain impoverished. Monetary 
devices to mask this impoverishment result in precarious infla- 
tionary situations which call for further trading restrictions. 
Restrictions beget retaliations which broaden into economic 
warfare. The end of such deterioration of international rela- 
tions might well be war. Any attempt at reversing this vicious 
spiral must attack the trading restrictions which, like the cyclo- 
trons that produce nuclear fission, give an extra kick to the 
nationalist current each time it comes full circle. It may be 
argued that movements towards freer trade and mutual economic 
dependence must wait upon a lessening of political tension. No 
economist would deny or undervalue the proposition that fear 
of war is presently the most formidable obstacle to the develop- 
ment of international economic cooperation. But economic na- 
tionalism in its turn heightens political tensions and there is 
no escape from this tangle unless economic disarmament is 
pushed whenever political tension lessens. 
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The difficulties to be faced in restoring a workable system 
of international trade are aggravated by the fact that it is 
now impossible to go back to the system that worked fairly well 
up to the outbreak of the first world war. That system was 
solidly based on private enterprise, but there is now a great 
amount of government intervention in-economic activity and a 
worldwide resurgence of economic. nationalism. Intervention 
takes many forms. It is not merely a matter of commercial 
policy. Tariffs have been effectively supplemented by quota 
systems and exchange controls. But these interferences with 
external trade are less important than the domestic policies 
followed by governments. Political controls, like charity, begin 
at home. The most obvious, though not the most important, 
of these are the monetary policies by which credit institutions 
have been made to finance national patterns of full employment 
rather than adjust themselves flexibly to the patterns consonant 
with international equilibrium. More important are the fiscal 
policies and the elaboration of centralized controls incidental 
to their implementation, by which governments have now as- 
sumed direction over the economic activity of their citizens. 
It is useless to embark on measures of freer trade unless the 
flow of goods between countries is responsive to price movements 
which reflect the play of economic forces. These price changes 
must be allowed to influence the credit policies of the trading 
countries, expanding them when increased imports are neces- 
sary to balance payments, and contracting them when it becomes 
necessary to stimulate exports and reduce imports. It is entirely 
possible to develop flexible monetary policies which reflect the 
changing pattern of international prices without plunging na- 
tional economies into severe deflation and unemployment. 

However, monetary policies will not produce the adaptations 
of national economies that are necessary to conform to a changed 
world if they are offset by other government action and mainly 
by fiscal policies. The hard core of the new economic national- 
ism is the misinterpretation and doctrinaire application of the 
new magic contained in the blessed words, “full employment.” 
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If this slogan is interpreted to mean that there must never be 
any unemployment, it is impossible ever to change the pattern 
of national production in a world that is still far from static, 
How can labor and capital ever be shifted from industries that 
have grown unprofitable in face of new competition? The pre- 
war pattern of employment cannot be maintained in any coun- 
try except by doing violence to the regional shifts in economic 
productivity that are evident on every hand. The country which 
sets its people free to find their place in the emerging world 
pattern of specialization will gain a long start. It is difficult, 
however, for democratic governments to withstand pressure 
from groups which are adversely affected by new competition. 
When they yield to such pressures it becomes necessary to main- 
tain strict controls over all the external economic transactions 
of their citizens. The tap root of the resistance to freer trade 
is this refusal to adapt to the changing international equilibrium 
in a world undergoing a rapid evolution. 

In these conditions it is not possible for private traders and 
bankers, prompted by economic motives and free of political 
intervention, to develop the marketing and monetary institutions 
that might facilitate and regulate the free movement of goods 
and services. Much of the skill as well as most of the institutions 
by which trade used to be regulated have been lost. The great 
international commodity exchanges no longer function and 
traders, after long years of acting as government agents, have 
lost a great deal of their competitive skill. An interesting illus- 
tration of this fact was afforded by the slow and experimental 
reactions of the London Money Market when the Chancellor 
of the Exchequer restored a measure of freedom to the Bank 
of England after the election returned the Conservatives to 
power late in 1951. After nearly two decades of subservience 
to official Treasury policy, it was difficult for bankers, many 
of whom were too young to have held responsible positions 
when the market was last free, to grasp the implications of the 
new policy and adapt their operations to it. 

The restoration of freer trade, therefore, cannot be achieved 
simply by removing the restrictions that have been imposed 
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on international trade and payments during the last twenty 
years — since the great depression. It involves a vast process 
of re-education of private traders and public officials in the 
methods by which a trading system can be operated. Public 
opinion must be brought to accept the necessity of reasonable 
flexibility in national economic activity so that it may again 
conform to international market pressures. At the same time, 
new mechanisms must be developed, not only to facilitate the 
normal flow of goods across national boundaries, but to ensure 
that these international market pressures can be confined within 
limits that will not strain the flexibility of national economies 
beyond endurance. No government can accept the wild fluctua- 
tions of raw material prices that were characteristic of the years 
between the wars, and none is able to run the risk of wide- 
spread unemployment developing, as it did in the depression. 
These requirements are staggering in their implications, and 
it is obvious that they cannot be met quickly or at one leap. 

The commercial policy of the United States in the first 
postwar years was based upon the optimistic belief that after 
a brief period of readjustment it would be possible for the 
important trading countries to give up their extraordinary 
trading restrictions and join in a general attempt to develop 
free competitive multilateral trade again. It is now clear that 
this optimism underrated the extent to which most countries 
had departed from the prewar trading practices. It will take 
a much greater effort over a longer period of time than was 
originally contemplated. On the other hand, it is disappointing 
to find so little movement away from trade restrictions, which 
indeed are being riveted more firmly than ever on the trade 
of almost every country. It is not possible to make even slow 
progress towards the agreed objective, if everyone is afraid to 
venture on the first tentative steps. 

It might be asked whether this objective of freer multi- 
lateral trade is realistic. From time to time hopeful suggestions 
have been made that a new system of trade might emerge, 
bilateral rather than multilateral, managed rather than free, 
controlled rather than competitive. There are elaborate analyses 
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of the techniques by which such a system might theoretically 
be operated or, to be more accurate, of the factors which must 
be taken into account in operating it. But these analyses have 
revealed no guiding principles or tendencies towards self-cor- 
rective equilibrium. It is very clear that regulation must depend 
on judgment and arbitrary decisions which strengthen the cen- 
tralized authority of government. No effective halfway house 
has been found between competitive freedom and totalitarian 
regulation. The compromises that have so far been tried have 
not produced very good results for even the besi regulated 


countries. Even where there has been an elaborate degree of - 


control administered effectively by highly trained public servants 
in a disciplined and public-spirited community such as Great 
Britain, it has not produced the results hoped for. Regulation 
is therefore regarded as a series of temporary expedients, unde- 
sirable but necessary until the time comes when progress may 
again be resumed towards freer multilateral trade. 


SHIFTS IN THE STRUCTURE OF TRADE 


Meantime, great changes have been revealed in the economic 
structure of the world. The most significant in the long run 
are those which reflect the economic consequences of the attain- 
ment of political independence by peoples who up to the last 
war remained under colonial tutelage. Apart from the drive 
which most of these countries undertook immediately for indus- 
trial development, there must be reckoned a population increase 
and a relative, if not absolute, diminution of food production. 
Nearly all of these newly-independent countries have insisted 
upon their right to use trade restrictions to shelter their infant 
industries. This imposes a double burden on the former metro- 
politan countries, shutting off their manufacturers from markets 
where they had established connections and diminishing their 
access to raw materials and foodstuffs. Economists have noted 
a steady trend towards a worsening of the terms upon which 
manufacturing countries are able to secure imports in return 
for their exports. There is a virtually worldwide attempt at 
industrialization, drying up the -sources of raw material and 
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food exports and limiting the markets for manufactured goods. 
This trend is accentuated by the population increases and by 
the political confusion resulting in economic deterioration which 
has so often accompanied the change-over from colonial status 
to independence. The end result of all this is a cycle of restric- 
tions — India protects its manufacturers, Britain, faced with 
disadvantageous terms of trade, tries to foster its own agricul- 
ture. The depressing meat shortage in Britain is due not only 
to the fact that there is less beef available for export from the 
Argentine, but also to the fact that it is difficult for Australia, 
another meat supplier, both to develop its industries and to 
increase its meat exports. 


The position of Britain is of critical importance. Through- 
out the nineteenth century, Britain was the manufacturing, 
trading and financial center of the world. It was the greatest 
importer of foodstuffs and raw materials and sacrificed not 
only its agriculture but its population balance in the develop- 
ment of free trade. Now a greatly augmented and highly ur- 
banized population, numbering well over 50 millions, depends 
upon importing about 60 per cent of its food and a very large 
proportion of the raw materials needed for processing and ex- 
port. It has to buy imports more expensively in terms of its 
exports and finds the markets for its traditional exports closing 
as other countries industrialize. The extent to which its trading 
position has worsened will not be fully revealed until German 
and Japanese competition is fully restored in world markets. 
In the long run this worsening of the terms of trade may be 
even more significant than the loss of overseas ihvestments and 
the incurring of external debt in the form of sterling balances. 
The only ways in which remedies may be sought are the shifting 
to new countries of significant masses of the population (which 
is very difficult) or a rapid shift to new export possibilities 
(which entails a large amount of new investment and scrapping 
of obsolescent capital as well as a retraining of industrial skills) . 
Heroic efforts have been made to increase home production of 
food, but these cannot fill the gap and are sheltered behind 
trade restrictions which hit other countries. 
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Meantime the world’s center of economic gravity has crossed 
the Atlantic from western Europe to North America. The United 
States now has the financial and economic leadership, the pro- 
ductivity and advanced technology, which throughout the nine- 
teenth century enabled Britain to function as the regulating 
center of a world trading system. But the United States is not 
an island dependent upon the outside world for the major 
portion of its food and.raw materials. It is in fact a great 
exporter of food and agricultural raw materials and even of 
coal. Its export surplus of these basic commodities, in addition 
to its surplus of manufactured goods and of subsidized shipping 
services, has been the salvation of the postwar world; but it is 
also the chief symptom of disequilibrium in the world economy. 
In default of other means of payment, the United States has 
collected most of the world’s gold, and extended large foreign 
credits. Even so, a large proportion of its export surplus has 
been given away in one form or another of foreign aid. 

The dominating importance of the United States in world 
economics presents a very different situation from that in which 
Britain was placed. The United States is not as dependent 
upon external trade for its prosperity. It has not_developed 
the trading and monetary facilities geared to international 
trade and largely divorced from domestic economic questions 
that Britain did. For example, New York has never developed 
any complex of financial facilities comparable with the London 
Money Market. Moreover it has a vast hinterland constituting 
a market for manufactures, materials and food much more 
important than foreign markets. Its monetary facilities are geared 
to this domestic market rather than to the needs of interna- 
tional trade. 

Mention should also be made of the damage done to inter- 
national economic cooperation by the virtual withdrawal of the 
Soviet-organized countries from trading contacts with the rest 
of the world. From the Elbe to the Pacific, from the Arctic 
to the Caspian, a solid land-mass now follows policies dictated 
by the Kremlin. The latest example of the shutting off of 
international contacts is provided by China where the mer- 
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chant class is being eliminated. There is good reason in the 
Soviet system for this policy of economic isolation. Trade 
always has carried knowledge. The commerce of ideas is more 
important than the exchange of goods. Ideas of the outside 
world are dangerous to all authoritarian governments and they 
are shut out as much as possible. Rigid trade controls which 
develop into virtual isolation are essential to this process. 


One result of this development has been disruption of the 
circle of international payments. Gaping holes have been torn 
in the network of world trade. The worst of these is the dis- 
ruption of trade between eastern and western Europe. Much 
of the food imports and more of the export market for industrial 
Germany are to be found in eastern Europe. Now Germany 
must draw on the New World for her food, and her exports 
must compete more intensively with those of Britain, Belgium 
and France, making more difficult their postwar recovery. On 
the other side of the Soviet bloc, the excision of China works 
parallel effects on Japanese trade. The loss of the Manchurian 
hinterland is particularly hard to compensate, and it will not 
be easy for European traders to meet Japanese competition 
around the coast of Asia to India and further west to Africa. 
United States exports, too, must be readjusted. As the trading 
circle shrinks, the readjustments bear heavily on the countries 
which have failed to keep their competitive place in world 
markets, and most heavily on Britain. 


Tue NEED FOR INTERNATIONAL CLEARING INSTITUTIONS 


Because of the weakened position of Great Britain and the 
preoccupation of the United States with national rather than 
international economic issues, it has become necessary to create 
a truly international system of clearing and regulating devices. 
After the first world war an attempt was made to revive the 
international gold standard system and to work it from London 
and New York. London was still the center for wholesale im- 
porting and for the commercial financing of trade; but New 
York had become the major source of long-term financing for 
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investment. Moreover, London’s pre-eminence was challenged 
by other financial centers. The restored gold standard never 
worked effectively in the six years it operated —from Britain’s 
return to gold in 1925 until it suspended gold payments again 
in September 1931. The main reason was that policy could no 
longer be integrated, being divided between different clearing 
centers.’ The clearing function was in any case hampered by 
the national monetary policies that were followed in Britain 
as elsewhere. As early as 1923, J. M. Keynes had written his 
Tract on Monetary Reform,’ describing the methods by which 
the British Treasury was managing credit policy to maintain 
domestic employment and urging that never again should an 
adverse external balance be allowed to inflict unemployment 
on the national economy. 

After the breakdown of the restored international gold 
standard, there was a proliferation of trade restrictions all over 
the world. Britain adopted a protective tariff, and there was a 
general raising of tariff barriers. In 1930 the United States 
had passed the Hawley-Smoot tariff which imposed higher levels 
of import duties than had been known before. In addition, the 
customs regulations, including the regulations for valuing im- 
ports, were stiffened with a highly protectionist bias. One result 
was a diversion of Canadian agricultural exports from the United 
States. In its turn Canada imposed restrictions on imports from 
New Zealand. This was only one of the many diversions of 
trade which resulted from the imposition of the new tariff and 
the retaliations which it provoked. Agricultural prices had been 
falling from the end of 1928 onwards, the decline beginning 
in Australia and Argentina. As it proceeded and grew steeper 
with every imposition of new tariff barriers, a flood of imports 
became concentrated on western European markets. Tariffs 
were supplemented, at first tentatively and then more system- 
atically, by systems of import licensing and quotas. Even these 


1See William Adams Brown, The Gold Standard Reinterpreted 


(New York, National Bureau of Economic Research, Inc., 1940). 
2 (London, Macmillan, 1923). 





561 


proved ineffective when the abandonment of the gold standard 
precipitated even sharper price declines in many agricultural- 
exporting countries. The Australian and New Zealand pounds, 
for example, fell 20 per cent below sterling, so that by the 
time sterling had depreciated 40 per cent, the export prices 
from these countries were cut in half. Moreover, the British 
departure from sterling resulted for a time in the virtually 
complete paralysis of international payments. 


There was a widespread adoption of exchange control to 
check panic flights of capital. When exchange clearing systems 
began to be adopted in order to get some trade moving again 
between neighboring countries, it soon became apparent that 
exchange allocation was a powerful means of regulating not only 
international payments but the trade which gave rise to those 
payments. The Nazi economists developed these new controls 
into a system of economic warfare preliminary to armed con- 
flict. In their hands wehrwirtschaft (preparedness economy) 
became a transitional development to kriegwirtschaft (war 
economy). By the time war broke out in Europe in September 
1939, trade was blanketed by a network of direct controls. 


For almost two decades, therefore, since soon after the 
breakdown of the gold standard at the end of 1931, the trade 
of most countries had been conducted within a framework of 
official regulation. Those who advocate a return to gold and 
the speedy restoration of competitive multilateral trade under- 
estimate both the complexity of regulations which must be 
unscrambled and the distortion of productive patterns which 
in every country has resulted from two decades of direct regu- 
lation of trade. The adjustments that would be provoked if 
world markets were again opened freely to competitive trading 
are so extensive and so drastic that no government could risk 
them and survive. 


One other fact is often forgotten. The institutions and 
procedures by which competitive multilateral trade used to be 
regulated before the first world war have been so weakened 
(or eliminated) that to create them again and organize them 
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so that they would operate smoothly would be a long task.® 
The greatest damage of all has been wrought to the sensitive 
monetary mechanisms by which international payments were 
cleared and regulated. A conscious effort had therefore to be 
made to create international institutions to discharge the func- 
tions which formerly emerged from the competitive activities 
of foreign exchange operators, investment bankers, discount 
houses, issuing houses and similar specialized institutions. Lon- 
don is not in a position any longer to act as the clearing house 
of world trade and investment. Since New York never developed 
the institutions necessary to compete with London in this field, 
the only alternative was to create new international institutions. 


The International Monetary Fund and the International 
Bank for Reconstruction and Development were devised for 
this purpose. The Fund was never_intended to replace the 
normal operations of central banks and exchange dealers. The 
major factors of postwar disequilibrium were expressly excluded 
from its operations. It was intended to be a central bank of 
central banks, limited to helping its members over emergency 
strains on their external balances of payments, as trade was 
restored and national monetary systems were again brought 
under control after the war and immediate postwar inflationary 
dislocations. The Bank was intended to help in this process 
of reconstruction and also to aid in the economic development 
programs of the countries which were attempting to modernize 
their productive organization. It soon became clear that its 
resources were inadequate to cope with the damage done by 
the war, still less with the illimitable demands for development. 
In successive programs of emergency loans and economic as- 
sistance, particularly to Europe, the United States endeavored 
to bridge the gap. But rearmament opened it widely again, 
just when it was almost closed. In these circumstances the 
International Monetary Fund has never been able to function 
as it was originally intended to do. Despite some promising 


8 The wool market is the outstanding example of a competitive market 
which still operates, but it is almost the only such international market. 





563 


attempts to mitigate the rigors of exchange control, notably 
the British extensions of sterling convertibility before the crisis 
of 1947, rearmament strains have caused their enforcement to 
be made more rigorous than ever. It still remains necessary 
to move towards a relaxation of these trade restrictions. The 
International Monetary Fund remains available to function as 
a clearing house between stabilized national currencies when 
they can be permitted to exchange freely, but it seems necessary 
to postpone the time when it may begin to operate as it was 
originally intended to do. 


OBSTACLES TO FREER INTERNATIONAL TRADE 


The difficulties confronting the international institutions can- 
not be met merely by negative action. They are not intended 
for the detailed conduct but for the clearing of international 
trade and payments. It is necessary to recreate a world trading 
system and restore the payments facilities over which the Inter- 
national Monetary Fund is designed to keep watch. These 
trading processes will not spring into existence merely by re- 
moving the existing governmental controls. Unfortunately it is 
easier to destroy a system of cooperation than it is to build 
one up. After two decades of government controls the world 
trading system must be rebuilt from the foundations, and in the 
meantime the foundations have shifted. It took centuries to 
evolve the trading customs, the commercial law and the treaties 
which made possible the great expansion of nineteenth century 
trade. To renegotiate them will take time. It takes time also 
to reorganize trading contacts and channels of distribution, to 
set up the services and the short-term financial facilities that 
are necessary to keep trade moving freely. These are real prob- 
lems. The ingenuity of business enterprise could doubtless solve 
them, but before it can begin to do so, international action 
must be taken to clear away a tangle of economic and political 
obstacles. These obstacles might be classified and summarized 
in many different ways, but the following grouping may serve 
to indicate their fundamental character. Different combinations 
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of these categories operate from country to country and from 
time to time. Some of the more important are here listed 
categorically, without any intention to assign weights or prior- 
ities to them. 

1. War Impoverishment and Inflation: The immediate 
reason for maintaining strict controls over external trade and 
payments in most countries is the scantiness of the reserve of 
means of international payments, especially gold and dollars. 
Within most of what were formerly the great trading countries, 
there is over-full employment sustained by credit policies which 
make internal means of payment abundant in relation to the 
available goods and services. Governments are afraid to relax 
their restrictions on imports for fear that increased imports 
will drain away their scanty reserves and will also create unem- 
ployment at home. They fear unemployment caused directly 
by the competition of cheaper imports with home production 
and indirectly by the collapse of the present inflationary price 
trends. 

2. The Progressive Distortion of Commodity Prices: Inter- 
national trade has been restricted for so long that the prices 
of even staple commodities now diverge widely in different 
countries. For example, New Zealand butter is sold to the British 
government on long-term contract. The maximum retail price 
of butter in Britain on 22 May 1951 was 35 cents a pound. 
The average retail price in 56 large United States cities on 
15 February 1951 was 82% cents a pound. The tariff duty 
is 14 cents, reduced between October and April to 7 cents, 
subject to a quota of 50 million pounds. New Zealand butter 
could be sold in the United States profitably, but the Com- 
modity Credit Corporation until recently held in cold storage 
187,095,361 pounds of butter valued at $115,083,606, but unsale- 
able at the government-guaranteed parity price. This surplus 
has recently been disposed of at prices below the guaranteed 
level, but the price disparity persists between the United States 
and New Zealand. The United States Department of Agriculture 
has refused to grant import licenses. Much wider price dis- 
crepancies could be cited for many commodities. Economically 
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this is a mad world. Freer trade would reduce the price dis- 
crepancies that now exist between national markets. The result 
would be to make production unprofitable where prices are now 
kept artifically high by import restrictions. National patterns of 
production would be rearranged. Economists can demonstrate 
that in all but extreme cases the loss to high-cost producers 
would be more than compensated by the gains to consumers 
and to low-cost exporters of other commodities. But the high- 
cost producers would sustain a concentrated loss, and govern- 
ments respond to their organized pressure. 

3. The Spread of Full-Employment Doctrines: Since the 
great depression of 1929-1933, and particularly since the elab- 
oration of the theory of full employment published by Lord 
Keynes in 1936, there has been a much greater degree of cen- 
tralized economic planning by most governments. The extent 
and effectiveness of such planning varies widely. Whatever posi- 
tion may be taken in regard to the domestic effectiveness of 
centralized planning in any particular country, it must be recog- 
nized that controls of international transactions constitute an 
essential prerequisite for its operation. Such controls are easier 
to establish than the domestic reorganization they are intended 
to facilitate and protect. In his last published article Keynes 
warned against their misuse, but it is difficult to foresee their 
relaxation as long as economists, government officials and public 
opinion refuse to accept the necessity to adapt national econ- 
omies to changes in the international competitive situation of 
particular industries. 

4. The Development of Economic Warfare: The cold war is 
waged on many fronts. Not the least important is the economic 
front. Trade makes for mutual dependence. Economic warfare 
aims at strengthening one’s own war potential and weakening 
that of one’s opponent. As long as the fear of war persists, 
preparatory mobilization will be an effective obstacle to the 
restoration of world trade. This obstacle is created by direct 
methods of trade restriction designed to cut off essential ma- 
terials or manufactures from a possible opponent or from third 
countries which might supply that opponent. It is greatly ag- 
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gravated by the fact that mobilization distorts trading patterns. 
A striking example of this was provided by the sharp fluctua- 
tions in the prices of such materials as wool, tin and rubber, 
when the United States stockpiling purchases began suddenly 
in the fall of 1950 and ceased as abruptly in the late spring of 
1951. These price fluctuations and material shortages aggravated 
the economic difficulties of the western European countries 
and were a contributory cause of the payments crisis which in 
November 1951 resulted in a sharp tightening of the British 
restrictions on imports from the dollar area and also from other 
European countries. 

5. The Desire for Economic Development: The United 
States which built its high tariff philosophy upon the infant- 
industry argument is not well placed to resist the pleas of coun- 
tries which desire to use not only tariffs but import quotas and 
exchange controls to shelter manufacturing development. There 
is a strong case, particularly fn the Asiatic countries which have 
only recently gained political independence, for economic policy 
directed towards modernization. This is usually interpreted as 
industrialization, and some industrialization is urgently needed 
even though the basic need is better organization of whatever 
productivity, agricultural or manufacturing, can be made com- 
petitively efficient. However, the crowded and impoverished 
condition of these countries is vastly different from that of the 
infant United States which had a virtually empty continent 
of rich resources to develop. It is unlikely that they can promote 
effective use of their resources by the simple expedient of shutting 
out competitive imports. The case for such trade restrictions, 
however, is difficult to controvert unless alternative methods of 
economic development are presented convincingly. 


THE MovEMENT FOR FREER TRADE 


After the great depression of 1929-1933 had demonstrated 
the worldwide consequences of the failure to restore an effective 
world trading system, most countries turned to temporary expe- 
dients to carry on some trade. These expedients were gradually 
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systematized into a patchwork of controls and state trading, 
in which exchange control was the essential mechanism of 
regulation. The United States, however, began cautiously to 
move towards freer trade. Under the leadership of the Secre- 
tary of State, Cordell Hull, the method of negotiating bilateral 
agreements was chosen as the instrument to bargain down 
tariff barriers. Mr. Hull was a close student of tariff history 
and had become convinced, not only that the United States 
should reduce its tariff, but that in doing so it could negotiate 
tariff bargains, country by country, which would result in a 
general lowering of tariffs. It is important to stress the fact that 
his aim was to restore free multilateral trade. The method 
he chose was the method of bilateral negotiation, but it was 
essential to his program that tariff concessions made either by 
the United States or by the other contracting party to an agree- 
ment should be universalized by application of unconditional 
most-favored-nation treatment. 

In 1934 Congress passed the Reciprocal Trade Agreements 
Act, which will always be associated with the name of Cordell 
Hull. This Act delegated to the President for three years power 
to negotiate executive agreements designed to lower tariff duties 
in the United States in return for reciprocal tariff concessions 
by other countries. This delegation of the tariff-making power 
was carefully safeguarded. Congress set the limits within which 
executive action might be taken. No. duty could be lowered 
by more than 50 per cent and no commodity could be removed 
to the free list. After three years the tariff-making power re- 
turned to Congress. Its renewed delegation to the Executive 
required the passing of an act through both houses, giving the 
opportunity for review and for changing the limits within which 
agreements might be negotiated. Such renewal acts have been 
passed at approximately three-year intervals ever since, and 
Congress has exercised its right to change the conditions and 
limits under which its power of tariff-making is temporarily 
delegated. 

The agreements made are not treaties. They do not require 
to be submitted for the advice and consent of the Senate. In 
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the past, attempts to negotiate reciprocal trade treaties have 
been stillborn because of the requirement that a two-thirds 
majority must be obtained in the Senate. But there is ample 
constitutional precedent for the negotiation of executive agree- 
ments, dating back to the earliest years of the United States. 
The Administration has set up elaborate machinery, inter- 
departmental in character, by which extensive studies are made 
of the possibility and probable effects of an agreement. Pro- 
vision is made for public hearings. The Administration announces 
that an agreement is contemplated with a particular country 
and lists the commodities upon which import duties may be 
reduced. An opportunity is given to any interested citizen to 
present his views. Naturally the evidence in most cases is that 
of United States producers opposed to tariffs being reduced 
on their products. They have continuously protested that the 
hearings are a formality and that their views are not taken into 
account. It is clear, however, that the opposition to specific 
reductions has been taken into account. Indeed it would be 
difficult to point to any important case where a reduction of 
duties under the Reciprocal Trade Agreements Act has had 
important adverse effects upon a United States industry. 


Great care has been taken also in the application of most- 
favored-nation treatment. Every agreement contains a clause 
specifying that the reduced dutfes negotiated shall be applied 
to all suppliers and not just to imports from the contracting 
country. Thus a reduction in the New Zealand agreement on 
butter would apply also to Danish butter within the period 
and the quota limit specified. The principle was adopted, how- 
ever, of making reductions only on imports of which the foreign 
country concerned was the principal supplier so that the exten- 
sion of most-favored-nation treatment applied only to minor 
competitors. It has not been the practice to negotiate a tariff 
reduction on a commodity of which the foreign country is a 
minor supplier to the United States and then by admitting 
imports at the same reduced duty open the market widely with- 
out reciprocal concessions by the major supplier. Moreover it 
must be remembered that the United States also gains by most- 
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favored-nation treatment which enables its exporters to enjoy 
in foreign markets tariff duties at the lowest rate granted to 
any other country. 

The United States negotiators have not been soft in their 
bargaining. This is revealed by the statistics of trade before 
the second world war. According to official calculations, United 
States exports to trade-agreement countries had in the years 
1938 and 1939 increased 63 per cent over the annual averages 
for 1934 and 1935, as against an increase of only 32 per cent 
in exports to non-agreement countries. During the same period, 
imports from the agreement countries increased by 22 per cent 
as compared with a rise of only 12% per cent in imports from 
non-agreement countries. There can be no doubt either that 
these agreements have resulted in a great increase of United 
States trade or that the increase has been greater in exports 
than in imports. 

Since the second world war the trade agreement program 
has been pushed further. By October 1951 agreements had been 
negotiated with 51 countries. The renewal of the Act in 1945 
extended the limits of tariff reduction by empowering the Ad- 
ministration to cut duties up to 50 per cent from their level 
on 1 January 1945, even if they had previously been cut by 
50 per cent. 


NEGOTIATIONS FOR AN INTERNATIONAL TRADE CHARTER 


During World War II the mobilization of allied resources 
was facilitated by the Lend-Lease Act of March 1941. The 
United States, even before it was attacked at Pearl Harbor, 
became the arsenal of freedom. It gathered raw materials and 
supplied not only munitions but a large range of food, materials 
and equipment necessary for the conduct of war, upon deferred 
payment to a long list of countries which were regarded as 
protecting the security of the United States. Tariff duties were 
suspended whenever necessary to promote this mobilization of 
resources. As the war drew on, financial agreements made sep- 
arately with each of the Allies laid down the principles by 
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which a settlement might be reached on the deferred payments. 
Lend-lease had become reciprocal, United States troops drawing 
upon local supplies and equipment as desirable. I.uevitably, how- 
ever, the United States was the largest contributor to the system 
of mutual aid thus developed. Accounts were kept which, allow- 
ing for reverse lend-lease and sales of lend-lease goods, showed 
the United States to be a heavy net creditor in the aggregate. 
The situation differed from country to country, some coming 
closer to a balance with the United States than others, but in 
an effort to avoid the payments difficulties that had arisen from 
the war debts of the previous conflict, it was decided to write 
off all claims. 

The United States made the largest contribution to this 
settlement, but one of the considerations laid down in the 
financial agreements that were negotiated was a pledge by all 
contracting parties to work towards a reduction of tariff barriers. 
This pledge was first made in the agreement which came to 
be known as the master lend-lease agreement, negotiated with 
the British government in 1942. It was repeated in subsequent 
agreements, though India demurred on the ground that tariff 
protection would be needed for its program of postwar economic 
development. Later the pledge was incorporated into other 
agreements such as those governing the British and French 
postwar loans. 

In pursuance of this pledge the United States initiated 
conversations designed to set up an International Trade Or- 
ganization. The proposals of the State Department which were 
first published in an exploratory form were very similar to those 
advocated by the Committee on International Economic Policy. 
This Committee was an organization of leaders of business, 
labor, agricultural and public interest groups, set up by the 
Carnegie Endowment for International Peace jointly with the 
United States Associates of the International Chamber of Com- 
merce. Its first publication was entitled World Trade and Em- 
ployment* and set out a plan for a multilateral agreement on 


4 (New York, Carnegie Endowment for International Peace, 1944). 
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world trade. In November 1945 the Department of State pub- 
lished its Proposals for Expansion of World Trade and Em- 
ployment.® This was written in non-technical language and set 
forth the general principles of a multilateral trading code, 
together with suggestions for an International Trade Organi- 
zation. On 6 December 1945, at the conclusion of the nego- 
tiations for a loan to Britain, a joint statement was issued by 
the governments of the United States and the United Kingdom 
that they were in agreement on all the important points con- 
tained in these Proposals. The way was therefore clear for the 
negotiation of plans to set up an International Trade Organi- 
zation as a specialized agency of the United Nations, parallel 
with and complementary to the other agencies such as the In- 
ternational Monetary Fund and the International Bank. 


There is no need to follow in detail the subsequent nego- 
tiations at London (1946), New York and Geneva (1947), 
and Havana (1947-48). The early conferences were those of 
a Preparatory Committee whose membership was gradually 
enlarged. At Geneva the discussion of the proposed charter 
proceeded at the same time as a most elaborate multilateral 
tariff conference. In order to emphasize the importance of the 
steps proposed, the Administration had used the machinery 
set up under the Reciprocal Trade Agreements Act to hold 
two sets of public hearings. The first, at Washington, was con- 
cerned with the text of the proposed charter which by this 
time was cast into conventional treaty form. The second set 
of hearings which was conducted at six centers in different parts 
of the United States from Boston to San Francisco disclosed 
a very long list of items on which it was proposed to negotiate 
tariff reductions in the multilateral conference at Geneva. These 
hearings served a double purpose. They served notice within 
the United States that very extensive tariff reductions were in 
contemplation and that the I.T.O. which it was proposed to 


5 Publication 2411, Commercial Policy Series No. 79 (Washington, 
Department of State, 1945). 

6 See William Adams Brown, The United States and the Restoration 
of World Trade (Washington, Brookings Institution, 1950). 
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establish would serve as an instrument through which further 
tariff negotiations might be conducted. At the same time they 
gave an opportunity for public opinion to be expressed both 
on the merits of the proposed tariff reductions and on the 
principles of the proposed charter. As the hearings progressed 
it became evident that there was substantial public support for 
lower tariffs and for the I.T.O., but that there was a good 
deal of criticism, especially in business circles, of the modi- 
fications of the original draft Proposals that had come out of 
the Preparatory Committee discussions in London and New 
York. 

Fortified by these hearings, the United States delegation at 
Geneva presented its proposals. The sweeping tariff concessions 
took the other participating governments by surprise and they 
had hastily to revise the counter-concessions they were prepared 
to make. At the same time the United States delegation insisted 
upon revisions which brought the draft charter much closer 
to its original text and to the principles of freer trade supported 
by public opinion in the United States. After a long period of 
hard bargaining, a considerable reduction of tariff duties was 
agreed upon among the participating countries. This took the 
form of a General Agreement on Tariffs and Trade (GATT), 
to which were appended the revised schedules of import duties 
that had been agreed upon. From the United States viewpoint 
these were reciprocal trade agreements negotiated separately 
with the contracting governments but in a multilateral con- 
ference. The General Agreement is therefore an executive agree- 
ment, not a treaty. It contains the heart of the proposals for 
a trading code in a form very close to the original United 
States proposals, but it does not provide a constitution for an 
International Trade Organization. 

The original United States proposals could be summarized 
broadly as a bargain by which in return for reductions of the 
United States tariff and financial assistance during the war 
and immediate postwar period, other countries would reduce 
their tariffs and agree to abolish import quotas and exchange 
controls after an interim period of postwar reconstruction. The 
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sudden cessation of lend-lease at the close of the war was a 
blow to other countries, but there has subsequently been first 
a succession of loans, then the broadly conceived European 
Recovery Program which has now been continued by the Mutual 
Security Program. The regional application of these foreign 
aid programs has constantly been extended until it now covers 
the Far East, Southeast Asia and the Middle East. A new form 
of aid has been added in the Point Four (technical assistance) 
program designed to promote economic development. The 
amounts provided by the United States in these various forms 
of foreign aid have now exceeded the $40 billion which were 
written off as the net balance owing on lend-lease account. The 
appropriation for the last financial year remained at a very 
high level, and there is no present indication that this level is 
likely to be reduced. Part of the aid has gone through the United 
Nations agencies. Most of the funds at the disposal of the Inter- 
national Bank and the Monetary Fund have been provided 
by the United States which'has also contributed the major part 
of the funds used by UNRRA and by the later United Nations 
Relief and Works Agency for Palestine Refugees in the Near 
East, by the International Refugee Organization and the United 
Nations command in Korea, and also by the Technical As- 
sistance Board and the specialized agencies working in the field 
of economic development. The major part of the United States 
foreign aid, however, has been channeled through national 
agencies, the Economic Cooperation Administration set up to 
administer the European Recovery Program, the Technical Co- 
operation Administration set up to promote economic develop- 
ment and the Mutual Security Program set up by the last Con- 
gress, into which these other agencies will be incorporated. It may 
fairly be claimed that the United States has amply fulfilled the 
financial part of its contract. 


Great strides have also been made towards fulfillment of the 
pledge to reduce the United States tariff. The tariff has been 
slashed from its 1930 levels. It may be argued that most of the 
reductions have been made on the numerous items which were 
superfluous. There is still an effective measure of tariff pro- 
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tection on most of the items where foreign imports are likely 
to compete with United States industries. These are the items 
which foreign countries are naturally most eager to sell to the 
United States, but they are also those in which the position 
of American producers is weakest. The battle has still to be 
fought to cut this protection. It is likely to be hard since it 
will cause capital losses and throw workers out of employment 
in marginal industries that are important to many regions. 
Nevertheless the fact that the United States still exports more 
than it imports is proof that its tariff policy is not yet con- 
sistent with its creditor position. It must either export less or 
import more if it is ever to get out of the situation in which 
it must give away a large proportion of its production. 

As negotiations developed on the International Trade Or- 
ganization, the original bargain proposed by the United States 
was obscured in a complicated series of exceptions and escape 
clauses designed to safeguard particular practices in different 
countries. In addition the proposed charter was enlarged by 
sections designed to support programs of full employment and 
of economic development. The final plenipotentiary conference 
of 56 countries held at Havana, Cuba from 21 November 1947 
to 24 March 1948 produced an elaborate charter, designed as 
the constitution of an International Trade Organization.’ Fifty- 
four countries signed this instrument, but the time had gone by 
for the creation of new agencies. It became obvious that the 
changes had weakened the support originally given to the charter 
by powerful private groups in the United States, and the Presi- 
dent decided not to submit it to Congress. 

In the course of the negotiations, however, the General 
Agreement on Tariffs and Trade signed at Geneva in 1947 
has emerged as the international instrument for negotiations 
on trade policy. It is not yet definitely constituted in the same 
way as the International Monetary Fund and the other spe- 


7See Clair Wilcox, A Charter for World Trade (New York, Mac- 
millan, 1949) and William Adams Brown, The United States and the 
Restoration of World Trade, op. cit. 
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cialized agencies, but it has become the effective instrument of 
trade negotiations. Thus far the Contracting Parties, who now 
number 34, have held six sessions. At its most recent meeting 
in Geneva (November 1951) it successfully survived the con- 
troversy caused by the United States denunciation of its agree- 
ments with countries in the Soviet zone, notably Czechoslovakia. 
Until it is set up on a more formal and permanent basis, its 
existence will be precarious and its activities limited, but it 
represents the closest approximation so far achieved to inter- 
national acceptance of the principles of the trade policy of the 
United States as expressed in the Reciprocal Trade Agreements 
Act. 

Other organizations of the United Nations have a consider- 
able role to play in creating the conditions necessary before 
trade restrictions can be mitigated. 


The International Bank for Reconstruction and Develop- 
ment has pursued an active policy of organizing and financing 
specific schemes of economic development. Up to 30 September 
1951 it had entered into 46 agreements with 22 countries in- 
volving loans totalling $724.6 million. 


The International Monetary Fund was designed to act as 
a stabilizing agency to prevent currencies from fluctuating in/ 
the exchange market after exchange controls had been lifted. 
Not much progress has been made in this direction and the 
I.M.F. has not been active in regard to its principal stabilizing 
functions. 


Much remains to be done, particularly by the countries which 
joined the United States in pledging their support to a program 
of international economic cooperation, before these agencies can 
fulfill their allotted roles. Up to the present, inflationary situa- 
tions have been sustained, partly with economic aid furnished 
by the United States, without adequate steps being taken to 
free trade from the restrictions by which it is fettered. It is 
true that many countries have at great sacrifice restored their 
exports. It is also true that Britain took steps before 1947 to 
restore sterling convertibility prematurely, and has since greatly 
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extended the transferability of sterling except to the dollar area, 
while there has been some mitigation also of trade barriers 
within Europe. These measures have proved to be difficult and 
successive financial crises have enforced retreat from many of 
them. They do not in fact touch the crux of the problem, which 
is to be found in the policies of domestic inflation and regu- 
lation based on doctrinaire adherence to full employment poli- 
cies. Until more resolute steps are taken to implement the 
bargain made with the United States and in doing so to enforce 
adaptation of the national economies to the changed world 
situation, there will be little effective progress towards the freer 
multilateral trade which is the declared common objective and 
the only real solution of the economic difficulties shared by all. 
After five years of expedients designed to avoid facing these 
necessities of adaptation, years marked by successive financial 
crises which entail further restrictions on international coopera- 
tion, it is time to face realities. The only way in which to 
restore prosperity is to recreate a freer world trading system 
and the temporary sacrifices and dislocations necessary to that 
end should be faced resolutely. 


Point Four: Economic DEVELOPMENT 


The program of technical assistance initiated by the United 
States proposals to the Economic and Social Council after Presi- 
dent Truman’s inaugural addréss incorporating Point Four has 
been actively carried forward not only by the United States 
itself, but by several of the specialized agencies of the United 
Nations. Special importance attaches to the devising of methods 
by which underdeveloped countries may be put into a situation 
whereby a new world trading system may be based upon a 
mutually profitable interchange of specialized products. The 
time has gone by when colonial trade—supplying raw materials 
to the manufacturing metropolitan countries—is acceptable to 
the peoples of Asia and Africa. The unbalance of our world is 
too obvious. The Africans and Asiatics are not prepared to 
accept American-European dominance to replace European dom- 


577 


inance. Ways and means of assisting them to become econom- 
ically competent are prerequisite to any new trading system. 

It is urgently necessary to renegotiate commercial treaties 
which may take specific account of questions arising from the 
changed circumstances of modern industry. We need a new 
code of international behavior, a new Law Merchant, which 
will guarantee to the investing industrialist and contractor the 
security which earlier treaties guaranteed to traders. Such guar- 
antees are not incompatible with safeguards to the weaker 
countries against unwarranted encroachments upon their poli- 
tical sovereignty and economic independence. 


CurrRENT IssuEs or Po.icy 


As rearmament brings increasing costs and inflationary 
pressures, especially upon the countries whose international posi- 
tion is precarious, there is inevitably a tendency to safeguard 
scanty exchange reserves by increased trade restrictions. In a 
critical period of international tension, advocacy of freer inter- 
national trade encounters the drive for security measures and 
for economic warfare. The United States has denounced its 
trade agreements with the satellite countries within the Soviet 
zone. Amendments to the Reciprocal Trade Agreements Act 
this year called upon the President to place an embargo on 
specified furs from the USSR and in effect to withdraw most- 
favored-nation treatment as soon as possible from all Soviet 
territory. There is constant criticism of countries which supply, 
or are suspected of supplying, critical war materials directly 
or indirectly to the USSR and its allies. The British govern- 
ment (which controls Hong Kong and Malaya), Indonesia 
and India have all been subjected to this criticism in recent 
months. 


1. Can Freer Trade be Reconciled With Mobilization? There 
are those who argue that, however desirable freer world trade 
may be in more peaceful times it is impossible now. It has been 
argued, on the contrary, that trading negotiations might lessen 
the tensions of the cold war. 
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Even if it is assumed that the cold war must be fought with 
the USSR and its satellites on the trade front as on every other, 
there still remains the question of using freer trade to build up 
the cooperative strength of the free world. This need not be 
confined to the reduction of tariffs and quotas. Important steps 
might be taken to allocate scarce materials and to develop their 
production. From the viewpoint of the United States, a freer 
trading policy would enable us to function as the manufacturing 
and mobilizing center of the free world—as we did under lend- 
lease arrangements when trade barriers were lifted. Our imports 
are mainly raw materials of which we need to build a stockpile 
or consumers goods which in a war emergency we could do 
without. 


2. How Far Can We Push Rearmament? The burden of 
rearmament falls heavily on the civilian sector of our own 
national economy. Burdensome taxes, price ceilings, raw material 
allocations and latent inflationary pressures are aspects of this 
burden. The flexibility and immense productivity of the pri- 
vate enterprise system have enabled us to carry this burden 
without undue difficulty and may ward off indefinitely any pos- 
sibility of uncontrolled inflation. 


It is harder for countries which have less resilient economic 
systems to face rearmament costs without restricting imports 
that can be dispensed with as unnecessary for rearmament. As 
they restrict their imports of our goods, the pressure for stiffer 
measures of tariff protection mounts in the United States. But 
if we wish our allies to rearm and at the same time to buy 
our exports, it is necessary to build up their dollar purchasing 
power. This can be done by gifts, for example of arms, or by 
loans. In the long run, the extent to which they can rearm 
will depend largely upon the extent to which they can sell their 
exports to us. 


The United States tariff has already been heavily reduced 
on a very large number of items, but it remains high on most 
of the items where import competition is most effective and 
therefore where other countries have the best chance of in- 
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creasing their trade. Moreover the tariff regulations (which 
were written as integral parts of the Hawley-Smoot tariff passed 
in 1930) remain a very considerable obstacle to imports. Bills 
are pending before Congress to simplify and change the pro- 
tectionist bias of some of these regulations. The principle that 
the tariff should equalize foreign and domestic costs of produc- 
tion remains, however, as politically invincible as it is econom- 
ically indefensible. It would be easier to modify these regula- 
tions and also to reduce the tariff duties on important items 
now while business is flourishing. To do so would ease the pay- 
ments difficulties of our allies and enable them to undertake 
larger-scale rearmament. At the same time it would lessen the 
necessity they are now under of further restricting civilian im- 
ports from the dollar area. 


3. How Can We Best Promote Economic Development? 
The effort to put underdeveloped countries into a situation 
where they can produce and trade more efficiently involves 
action on many fronts, public and private. In large part it is 
an educational problem, involving the training of specialists, 
technicians, managers and public officials. 


Capital is needed also. In the first place transport and other 
public utilities must be developed. Such facilities do not readily 
lend themselves to private investment in present circumstances; 
but the efficiency of private enterprise can be utilized for their 
construction. There is a great volume of engineering contracts 
abroad already undertaken by United States firms. 


In these contracts as in the more direct forms of foreign 
investment in manufacturing enterprises, whether these are for- 
eign branches, subsidiaries or partnerships with foreign nationals, 
governments can do much to facilitate and cheapen rapid 
development. All the risks which arise from the possibility of 
expropriation or confiscatory taxation might be lessened if new 
commercial treaties were negotiated. The risks of currency de- 
preciation and exchange discrimination against the transfer of 
profits might be reduced by vigorous use of the International 
Monetary Fund to buttress weak currencies and at the same 
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time to assist national monetary authorities in removing the 
causes of weakness. 


But the most effective action which governments might take 
is in the sphere of taxation. Treaties to relieve foreign investors 
of double taxation—in the country where they operate and in 
their own country—should be concluded. Consideration might 
also be given to revising methods of assessing taxes and even 
to partial tax exemptions for foreign investment undertaken 
in pursuance of economic development programs. 


4. How Can GATT be Strengthened? The Reciprocal Trade 
Agreements Act will come up for renewal in June 1953. If past 
experience is any guide, those who oppose reductions in the 
United States tariff will again take the opportunity of pro- 
posing crippling amendments. One such amendment survived 
the renewal in 1951. The “peril-point” clause, permitting the 
Tariff Commission to intervene if any proposed reduction should 
imperil an existing United States industry, effectively prevents 
the Administration from removing or reducing the protection 
given to a large number of products which are not essential to 
the welfare of the United States, cannot be produced efficiently 
enough to meet foreign competition on equal terms and yield 
little employment. This clause should be eliminated. Only an 
alert public opinion can prevent the maiming of the instrument 
upon which the United States has built its attempt to restore 
competitive, private enterprise trade. 


The import licensing administered by the Department of 
Agriculture nullifies tariff concessions which may be made on 
any agricultural commodity which is declared to be in surplus. 
This excludes concessions on a large range of agricultural com- 
modities which are important to Latin American countries, the 
British Dominions and other agricultural-exporting areas. These 
are large potential dollar-earners whose exports might go far 
to reduce the dollar gap, which would be an important step 
towards the restoration of multilateral trade. At the same time, 
if they were allowed to compete with the agricultural products 
which cannot be produced as efficiently in the United States, 
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the result would be a cheapening of the cost of living. At 
present the agricultural price-parity program sustains the pro- 
duction of commodities which could not meet import compe- 
tition. A substantial proportion of these commodities cannot be 
sold at the parity prices and is taken over as surplus by the 
Commodity Credit Corporation, to be later disposed of, often 
as subsidized exports. It would be more profitable to the United 
States if the labor and capital devoted to the production of 
these surplus commodities were to be diverted to other products 
where the United States can compete more effectively. 

Another device which has been developed to nullify the 
effect of the Reciprocal Trade Agreements Act is the passing 
of legislation designed to protect a specific industry. Thus there 
is an excise duty imposed on imported copper. This was sus- 
pended during the war years but has been revived. In 1947, 
while the Geneva tariff negotiations were in progress, Congress 
passed a bill to impose excise duties on wool. This was vetoed 
by the President and the wool tariff was cut by 25 per cent. 
There is constant pressure for such measures, particularly to 
protect the domestic production of petroleum and other min- 
erals, although it would be a wise precaution for the United 
States to retain all the strategic minerals it has against a future 
emergency and use imports for current consumption. 

The importance of these various devices lies in the doubt 
that they cast upon the good faith of the United States in 
negotiating reciprocal trade agreements. The General Agree- 
ment on Tariffs and Trade is the international counterpart of 
the Reciprocal Trade Agreements Act. Up until now it has 
functioned effectively, promoting successive conferences at which 
tariffs have been bargained down. Its existence however is pre- 
carious, since it rests on a slender basis of international agree- 
ment, without adequate headquarters, personnel or finance, and 
with no guarantee of permanence. Steps to develop it into a 
permanent organ of the United Nations comparable with the 
International Monetary Fund and the International Bank are 
necessary if it is to discharge its vitally important functions 
in promoting freer trade. 








INTERNATIONAL CONCILIATION 


(Jssues for 1951 


467 — The Colombo Plan: A Commonwealth Program for South- 
east Asia, by JOHN R. E. CARR-GREGG. January. 

468 — Implementation of Technical Assistance, by PETER G. 
FRANCK and DOROTHEA SEELYE FRANCK; United Nations 
Programs im Hatti, by MARIAN NEAL. February. 

409 — Development of American Regionalism: The Organization 
of American States, by ARTHUR P. WHITAKER. March. 

470 — The International Refugee Organization, by RENE RISTEL- 
HUEBER. April. 

171— Development of the General Assembly, by LELAND M. 
GOODRICH. May. 


Neutralism in France and Germany, by MARINA SALVIN. 


Self-Rule in Africa: Recent Advances in the Gold Coast, 
by JOHN R. E. CARR-GREGG. September. 


174— Issues Before the Sixth General Assembly, by the staff of 
the CARNEGIE ENDOWMENT. October. 
’5 — Indonesia's Record in the United Nations, by LAWRENCE 
S. FINKELSTEIN. November. 
476— International Trade and Economic Nationalism, by J. B 
CONDLIFFE. December. 


“be 


& 


Individual issues are available in single or bulk orders 


Single copies 10 cents each 
Twenty-five or more copies 5 cents each 


Available from 


CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE 
405 West 117th Street, New York 27, N. Y. 





UNIVERSITIES 


AND WORLD AFFAIRS: 


by 


HOWARD E. WILSON 


A survey examining the role of universities in world affairs 
and outlining the method by which institutions of higher 


learning may appraise their international relations programs, 


96 pages Price: $1.00 


Available from 


CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE 
405 West 117TH Street, New Yorx 27, N. Y. 


i 








